Due to different factors, federations exhibit significant variation in their respective forms, natures and degrees of decentralization. Regardless of these differences, however, the necessity of a federal covenant, which bestows genuine autonomy on subnational governments, is not contested. Indisputably, a mere constitutional stipulation does not guarantee the financial autonomy of subnational governments as the latter is influenced by the political economy narratives of a government. Though the fallings of Ethiopian "developmentalism" on the effective functioning of the federal system are multifaceted, this article scrutinizes its impact on the fiscal (tax) autonomy of subnational governments. Looking at the contemporary "developmental-oriented" measures of the federal government vis-à-vis the constitutionally dictated autonomy of regions to generate own-source revenue, the article argues that the fiscal autonomy of subnational governments is highly constrained due to the adoption of the developmental state paradigm.
Introduction
In spite of the ever growing debate on the economic rationale for decentralization, the issue of fiscal federalism has become more of a political issue of self determination than a matter of public welfare (Prud'homme & Shah, 2002) . Like many federations, the post-1991 state restructuring measures and the Ethiopian "ethnic federalism" 1 were not offshoots of the quest for economic development. Many agree that federalism was rather the best, perhaps the only measure of the time that was taken for the survival of the country with the view of balancing the forces of unity and diversity (Assefa, 2007; Fasil, 1997) .
The Ethiopian federal system, as initiated in the Transitional Charter 2 and reaffirmed by the 1995 Constitution of Federal Democratic Republic of Ethiopia 3 , has introduced legislative, administrative and fiscal decentralization endeavoring to assure the right to self-administration, the cornerstone of the federation. Similar to most federations, however, fiscal federalism in the Ethiopian system is characterized by mismatches between the expenditure needs and revenue capacities of subnational states, commonly referred as vertical imbalance.
Overwhelming level transfer dependency, accompanied by vague provisions in the Constitution regarding concurrent powers as well as the lack of formal system of Inter Governmental Relation (IGR), troublesomely run the Ethiopian fiscal federalism. In other words, even if the risky fiscal imbalance can be primarily blamed for the erosion of the budgetary autonomy of regional states, the budgeting process is mainly influenced by the national socio-economic and developmental plans and programs which do not "permit much deviation from the dictates of the center" (Keller, 2002) .
The ruling party, the Ethiopian People's Revolutionary Democratic Party, has been criticized for overlooking the federal arrangement mainly because of its internal structure of "democratic centralism" and its ideology of "revolutionary democracy" (Abbink, 2012) . The party has gone through several periods characterized by contrasting ideological paths in the past two decades. Abbink (2012) summarizes these changes into four phases. The first phase, from 1991 to 2000, was a period of transition and stabilization followed by nationalist reconfiguration of 1998-2003, Some scholars argue that the historical rise of "developmental states" traces its roots back to the late 16th Century Europe (Bagchi, 2004) . However, the "developmental state paradigm" had gloomed as the strong and persuasive argument for the East Asian success that marked the emergence of the new field of scholarship thereof. Nevertheless, the view that perceives the state as an engine for economic development predates the idea of Developmental State (DS) as a "novel" school of thought and emerging field of scholarship.
Despite significant variation among the existing works in the field regarding its meaning, most, if not all scholars recognize the ideological and structural components of the developmental state. In light of the ideology-structural nexus, a developmental state can be discerned as, " [a] state that puts economic development as the top priority of governmental policy and is able to design effective instruments to promote such a goal" (Bagchi, 2000) . The ideological element is related to a government's firm stance on making economic development its top priority. Developmental orientation is the distinguishing feature of developmental states elevating economic development above all other policies. With economic growth as its primary goal, a "developmental" state cannot also be a regulatory or welfare state one (Johnson, 1982) .
Ideological orientation alone does not make a state developmental unless it also has the capacity to implement its policy objectives. A state-structure appears to be the crucial factor in determining the success or failure of a developmental state as it is the ability to mobilize the nation which matters more than its economic policy. State structure is synonymous with "state capacity", which is comprised of the ability of a state to prioritize, policymaking and planning as well as its capacity to mobilize resources towards national goals (Doner, 2005) .
Some scholars argue that the Developmental State (DS) of Ethiopia is a recent phenomenon introduced in the aftermath of the 2005 popular election (Messay, 2011) . Contrary to this scholarly argument, documents prepared by the government and/or the ruling party invoke the paradigm was one of the reasons for the TPLF split in 2001 (Meles, 2006) . According to these documents, the conception of the DS paradigm dates back to the late 1990s reaching full articulation around 2000 and 2001 (Messay, 2011) .
The developmental state from its very essence claimed to defeat the idea of federalism (Rao, 2006) . This postulation is supported by the fact that the period of developmentalism coincides with increasing centralization in a number of federal systems, including Brazil and India (Thakur, 1995; Castanhar, 2003) . The objective of this study is, thus, to scrutinize the nexus of the impact of the developmental state paradigm on the taxation powers and the volumes own-source revenues of regions, together with the trend toward vertical imbalance in the federation.
Fiscal Federalism and Subnational Autonomy: A Brief Note

Fiscal Federalism
Fiscal federalism covers matters involving constitutional arrangements that assign expenditure responsibilities and revenue raising capacities, as well as the mechanisms for adjusting horizontal and vertical imbalances. Fiscal federalism is, therefore, a study of the allocation of legislative and executive responsibilities as well as taxation powers among different layers of a government. Expenditure responsibility can be discerned from in the division of legislative and executive powers among different tiers of a government in a federal system. Likewise, there are allocations of exclusive as well as shared and residual powers of legislation in the Federal Democratic Republic of Ethiopia (FDRE) Constitution. For instance, apart from reserving residual powers for States, the Constitution bestows them with powers to make or amend their respective constitutions as well as to issue and implement socioeconomic development policies, strategies and plans. Shared powers in the Ethiopian federal system could appear either in the form of concurrency or framework powers.
As a general rule, the FDRE Constitution adopts a dual model of allocating legislative and executive powers. As per article 50(2), both tiers of government have legislative and executive powers on matters that fall under their respective jurisdictions. The division of expenditure responsibilities in the Ethiopian federal system, in principle, corresponds with the allocation of legislative powers.
The division of revenue powers among the various tiers of government is one of the pillars of a federal arrangement. Generating revenues for execution of expenditure responsibilities as well as playing a vital role in macroeconomic regulation fall under the manifold functions of taxation powers (Watts, 2008) . Recognized as an indispensable element of a federal system, allocation of revenue powers holds a significant place in the FDRE Constitution. It stipulates the division of taxation powers under different titles; these are the federal and States' exclusive powers of taxation as well as concurrent and residual (undesignated) areas of taxation (Articles 96-99 of FDRE Constitution).
In addition, the procedures and institutions ensuring vertical or horizontal transfers are the subject matter of the discipline. Also, procedures, institutional setups ensuring subnational borrowings, in particular, and the issue of stabilization and management of economy, in general, are also the subject matters of fiscal federalism.
Subnational Fiscal Autonomy-Redefined
Whether it is adopted for the economic rationales of efficiency, equity and accountability, or employed as a response to ethno-cultural or political claims of self-determination, decentralization measures should ideally guarantee the financial autonomy of constituent units. It is financial capacity of subnational governments that is a determining factor in the effective implementation of constitutionally mandated expenditure responsibilities and the execution of local policies and priorities.
Significant discrepancy among scholars aside, fiscal autonomy is considered to be the most important measure of subnational financial autonomy. Fiscal autonomy deals with tax autonomy thereby delineating the share of own-source revenue from the total subnational revenue. For this reason, the power to levy taxes (tax autonomy) is the fundamental attribute of fiscal autonomy since it is such power that distinguishes autonomous (own-source) revenues from other types of revenue. Basically, fiscal autonomy is equated with the ability of constituent units to access resources independently, including sub-national discretion over tax bases and tax rates (Blöchliger & Rabesona, 2009 ). Moreover, fiscal autonomy allows regional governments to decide the size of their autonomous revenues.
For instance, in the section dealing with division of powers between the federal and regional governments, the FDRE Constitution dictates the general principle for levying and collecting taxes from their respective revenue sources (Art 51/10 and 52/2/e of the FDRE Constitution). Both tiers of the government have the autonomy to administer taxes that fall under their exclusive jurisdiction. Hence, it is possible to say that the Constitution envisaged subnational fiscal autonomy, at least in relative terms.
Therefore, it is necessary to look into the autonomy in generating revenues as well as the volume of such revenues while studying the fiscal autonomy of State governments. Generally speaking, the subnational fiscal autonomy of subnational governments is principally linked with their power and capacity to levy and collect the revenue that is required for meeting their expenditure needs.
The Developmental State Vis-à-Vis Fiscal Autonomy of Regions in Ethiopia
Looking at the provisions in the FDRE Constitution dictating powers of taxation, it appears that both levels of government have powers to "levy and collect" taxes in their exclusive jurisdictions, or fiscal (tax) autonomy (Articles 51(10) & 52(2) (e) of the FDRE Constitution). It is known that the notion of tax autonomy is directly related to the power to levy autonomous taxes that is manifested in the autonomy to introduce tax and to set tax bases as well as to set or change tax rates and to introduce tax holidays.
Nonetheless, tax autonomy might be constrained by of federal governments' regulatory tools including harmonization measures. For instance, centralized institutions and their coercive measures, which are aimed at controlling and directing investment flaws, might be antagonistic towards the revenue autonomy of subnational governments.
Different kinds of actions taken by federal (central) governments, with the view of building an effective DS are among these measures, which can generally be labeled as "moves of recentralization". The following section addresses some of these "recentralization" measures taken by the federal government of Ethiopia in its move toward "the DS of Ethiopia" as well as its impact on subnational fiscal autonomy.
Developmentalism, Centralized Mobilization of Investments, and Subnational Autonomy
Striving for the achievement of its ambitious development plan and the realization of an effective DS in Ethiopia generally, the Ethiopian government has initiated extensive reform measures. Among these reforms are wideranging measures for revising tax legislation and organizing centralized offices for trade and investment. Reform measures can be seen in the division of powers with regards to the administration of large-scale agricultural investment lands and comprehensive reforms to investment-incentive legislation both directly related to mobilization of investments. Particularly, these measures were triggered by various factors including the need to promote domestic investment and attract foreign direct investment. Among these wide-ranging and compressive measures taken by the federal government reforms on land administration and investment incentive laws vis-à-vis constitutionally mandated autonomy of regions are discussed below.
Land Reforms
Land administration reforms play a pivotal role in the formation of any DS especially reforms that are directed towards abolishing non-market coercion. Bagchi argues that the extensive pro-peasant reforms of land laws have been the basic features of developmental states since the 16th Century (Bagchi, 2004) . In contrast, the Ethiopian government has not yet adopted a system of private ownership of land.
However, within the existing state ownership of land, extensive reforms have been undertaken by the government. The primary illustration is the practice of centralizing administration of investment land. The Constitution bestows on States the power to administer land and natural resources while legislative power is reserved for the federal government. (Article 51/5 and article 52/2D) of the FDRE Constitution)
Recently, however, the federal government has taken away the power of administration of investment land from regional governments. The law doing so was enacted after the federal government allegedly "induced" regional governments to delegate their power of administering land (Assefa, 2012) . Hence, the Ministry of Agriculture is entrusted with the administration of agricultural investment lands. Besides, a specialized agency, the "Agricultural Investment Land Administration Agency", has been established to facilitate agricultural investment and land administration (Article 19/1/o of Proclamation No. 691/2010).
Organizing a central office, whose mandates are controlling and directing the mobilization of investments throughout nation is a necessary prerequisite for building an effective DS. Speeches made by higher government officials affirm the central motive behind these recentralization measures which is to make sure "there are no mishaps" through transparent procedures and, by making investors "interact with one entity" (Meles, "The New Broadcast for the World?", 2010). In this way, the federal government has recentralized rural-land administration to be "developmental".
The recentralization of land administration, however, is a debatable issue since the notion of "upward delegation" is not recognized under the Ethiopian Constitution. It was intentionally ignored in the making of the Constitution fearing the dangers of centralization, as it is "hinted" at the minutes of the Constitutional Assembly (Assefa, 2012) . Currently the Federal Land Administration Agency is in charge of concluding lease agreements as well as setting land use fees. Yet, the revenue collected by the federal government is transferred to States.
This measure has ultimately limited the relatively unrestrained autonomy of States to set and change tax rates (land use fees) 5 . As a result, recentralization of the power to administer agricultural investment land has drastically limited tax competition among States. States' autonomy over agricultural income taxes and land use fees can move them to engage in tax competition. At the same time, relative tax autonomy can also be one way of attracting investments and maximizing revenue.
Recentralizing land administration, and by making itself the "only entity" to deal with investors of large-scale land investments, the federal government may aspire to reduce the prevalence of rent-seeking and corruption. However, if the federal acts are politically motivated then it would amount to discrimination as it ultimately be jeopardizes investment flows and the proportional development of States. Unfortunately, there are cases in which the federal government has allegedly influenced the investment decisions of investors with its power to control nationwide flows of agricultural investments. 
Federal Tax Incentives
In its move towards DS, the Ethiopian government has taken different measures to reinforce its commitment to attracting foreign investment together with encouraging domestic investors. A number of investment and investment incentive proclamations and regulations have been introduced in the two decades old Ethiopian federal system. It would not be far from the truth to argue that there exists no other law that has been amended as frequently as investment incentive regulations.
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One of these measures is the Council of Ministers regulation of investment incentives, which have taken attracting foreign direct investment (FDI) and transfer of technology as underlining principles 8 . As it is appealed by the doctrine of the theory of the DS, the regulation embraced income tax exemptions and exceptions of payments of customs duty.
Unfortunately, one of the consequences of the federal investment incentive laws is the over-extended scope of federal taxation powers. The laws have exacerbated the statutory limitations on the tax/revenue autonomy of States. This is due to the applicability of income tax holidays, stipulated by the federal investment incentive law, not being limited to the areas of taxation that are reserved for the federal government. Rather, the regulation extends its scope of application to the areas that are exclusively reserved for States under the federal covenant.
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The power to levy taxes or tax autonomy bestows States with powers to set and vary tax bases and rates as well as the exclusive power to establish tax holidays. The federal government is now granting "tax holidays" on areas that are exclusively reserved for states. By doing so, the federal government has unconstitutionally constrained the principles of fiscal autonomy of regions in the federal system. Whatever justifications might be given, the federal government's statutory limitation on States' tax autonomy negatively affects the volume of their own-source revenue. At least in the short run, exemptions on dominant tax 5 Some scholars do not consider such kinds of revenues as own-source revenues. See, Watts (2007) . 6 There are a number of reports on federal government's direct involvement in decisions of investors including where to invest. For instance an investor who asked for an agricultural land in Benishangul-Gumuz Region was "taken around" by the federal government "to look at different land areas" (Horne, 2011). sources of regional revenue amounts to reductions in their revenue size. Hence, the federal government violated the principle of adverse impact, which imposes a limitation on a tier of the government from exercising its powers of taxation in such a way that adversely affects the powers of the other (Article 100/2 of the FDRE Constitution).
Similar measures were taken and the exact same challenges were posed on subnational governments in other federations, which had once been developmental. For instance, it was only when the 1988 Brazilian Constitution was adopted that the DS-oriented fiscal policy measures of the federal government came in to end in the Brazilian federal system. Induced by subnational governments, the Constitution had abolished the federal government's power to grant exemptions to state and municipal taxes in Brazil (Mora & Varsano, 2001 ).
Big-Sized Government and Revenue Recentralization in Ethiopia
Many scholars recommend privatizing state-owned public enterprises as a means to address the existing vertical imbalance since it might help to increase the regional tax base (Aalen, 2002) . Thus, it appears to be the commitment of the federal government that matters since privatization creates a limited opportunity for widening the scope of regional revenue sources and capacities without making constitutional amendments. For instance, through privatization the power to levy taxes on incomes of employees of the enterprise, formerly under the federal government's exclusive area of taxation, would automatically shift to States (Article 97/1 of the FDRE Constitution). Moreover, the process of privatization of public enterprises would enhance the volume of the shared-revenue of regional governments since a company's profit tax, sales tax and tax on dividends fall under areas of joint taxation.
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Nevertheless, since the time when the DS paradigm was adopted Ethiopia has started to witness a policy shift geared against neoliberalism through "delaying and preventing the introduction of reforms that would reduce the state to the proverbial night watchman" (Meles, 2006) .
As is depicted in the graph below (Figure 1 ) since 2001/02 the Ethiopian economy has witnessed its worst performances of privatization. This was lower than other poorly performing countries (Selvam, Meenakshisundararajan, & Iyappan, 2005) . The share of privatization revenues from the country's GDP fall from a high of 2. 91 and 1.26 in 1997/98 and 1998/99 to 0.009 and 0.008 in 2001/02 and 2002/03. Some of the enterprises that the government is reluctant to privatize are romanticized as "cash cows" because of the huge amount of tax and nontax revenue collected. These enterprises contribute significantly to the existing financial centralization in the Ethiopian federal arrangement in various ways.
First, since these enterprises are owned by the federal government, the latter has been able to collect the lion share of the total non-tax revenue of the country. At the same time, these enterprises are significant sources of federal taxes since the Constitution assigns both levels of government to levy and collect (most of) the taxes in their respective enterprises 11 . For this reason, state governments barely benefit from public enterprises in the contemporary arrangement. Regional governments enjoy almost nothing in the form of proceeds (tax or nontax revenue) form public enterprises. Percent 10 Though Sales tax is not mentioned in the English version, the Amharic version, which prevails in cases of inconsistencies, included it. See, article 98/2 cum article 106. Excise tax is omitted in both versions despite its existence in practices, which 'seems to be a slip of pen'. See, Solomon (2008) . 11 Except income from remainders of employees which is the state power (Articles 96(3) & 97(7) of the FDRE Constitution).
Other federal systems have possessed, or still possess, huge public enterprises in their attempts to realize economic growth through policies of developmentalism. What makes the Ethiopian case different is the impact of these enterprises on the degree of fiscal imbalance or financial recentralization. Unlike the Ethiopian federal system, public enterprises are recognized for their productive contributions to subnational finance. For instance, state governments were allowed to own public enterprises in the Brazilian federal system. Due to this, the proceeds of these enterprises contributed significantly to the financing of subnational expenditure needs in the late 1970s (Mora & Varsano, 2001) .
Generally, big-sized governments or the DS paradigm in general, are usually perceived as anti-decentralization measures since economic decentralization (privatization) is included under its broader interpretation. To put it differently, "state activism" in a DS contradicts with the neoliberal perception of decentralization that juxtaposes decentralization with small-sized governments. For the effective realization of the DS, the Ethiopian government prefers to be "big" and is now spending massive amounts of finance on the expansion of existing enterprises and the establishment of new state-owned chemical and engineering companies. 
Trends of Vertical Imbalance in the DS of Ethiopia
A move toward the DS of Ethiopia, particularly since 2006, can be seen as a counter measure to the earlier promises of decentralization in the polity. This could be one of the manifestations of the Ethiopian government's encounter with the neoliberal advocates. Big-sized government in contemporary Ethiopia refutes neoliberal's perception of decentralization, while its resistance to economic liberalization is, in general, a move against neoliberalism.
By the same token, States' share in the aggregate national revenue has drastically decreased since 2001 while their shares of total expenditure remain constant (Figure 2) . This trend reflects the ever-increasing vertical fiscal imbalance in the federal system especially since 2006. Though vertical imbalance has always been an issue to worry about in the federation, the degree to which it has grown overtime is even more worrisome.
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The post-2001 recentralization measures of the federal government have exacerbated the problem of fiscal imbalance. As it has been stated previously, some of the federal governments' measures have significantly limited subnational tax autonomy thereby reducing the States' aggregate revenue volume. On the other hand, the growth of government-owned public enterprises has significantly contributed to the federal government being both tax and non-tax revenue sources. Therefore, fiscal measures that are motivated by the DS theory have multifaceted implications on the degree of financial recentralization. These measures not only extend the powers of the federal government, but also constrain subnational revenue autonomy making the degree of vertical imbalance in the federal system quite high.
Conclusion
It is fair to say that the adoption of the DS paradigm overlooks the fiscal autonomy as well as the revenue volumes of regional states. The recent act of "upward delegation" of the power to administer land is allegedly an unconstitutional act by taking away the power to levy the taxes from the States. Similarly, due to the fact that the scope of applicability of federal tax incentive legislation has been extended to the exclusive jurisdictions of regions, the federal government exempts investors from regional taxes. Justified by the development paradigm, such measures have undermined the constitutionally dictated revenue autonomy of regions in addition to affecting the volume of own-source revenues.
The over-centralized allocation of revenue sources, together with weak tax administration at the regional level, is blamed for the existing fiscal imbalance in the Ethiopian federal system. On the other hand, economic liberalization has been proposed as one of the means that could improve regional revenue without a need for a constitutional amendment. Nevertheless, the analysis shows that the government is unlikely to liberalize the economy in the near future mainly because of the developmental ideology it has adopted.
